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Introduction
My name is Wallace E. Olson.

I am President of the American

Institute of Certified Public Accountants., an organization whose
membership exceeds 110,000 certified public accountants.

With me

today, is Douglas R. Carmichael, Director of the Institute’s Auditing
Standards Division.

Independent certified public accountants are directly and
vitally concerned with the proposals set forth in Securities Act

Releases 5549 and 5579.

The portions of those proposals of greatest

concern to independent certified public accountants are comprehended

in the eight specific issues enumerated in Securities Exchange Act
Release 11354.

Accordingly, my comments will be directed to each

of those eight issues in the order in which they appear in that
Release, and are based mainly on the position taken by the Auditing
Standards Executive Committee as reflected in its exposure draft
on Limited Review of Interim Financial Information and the Institute’s

letter; dated April 10, 1975, commenting on Release 5549. A more

detailed letter of comment will be submitted at a later date.
Quarterly Data in Notes to
Annual Financial Statements
The first issue is whether data pertaining to quarterly

periods should be required to be included in notes to annual
financial statements filed with the Commission or distributed to
security holders by registrants and; if so, what data.
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Quarterly data should not be included in notes to annual
financial statements.

These data are not required for fair presenta

tion of annual financial information in conformity with generally

accepted accounting principles.

Further, by their nature and

because of their use in making current investment decisions, interim

financial data are not supplements to, or explanations of, annual
financial statements.

The function of annual financial statements

is not to present financial information for discrete intervals

that form a part of the annual reporting period.
The primary reason stated by the Commission for including
interim data in annual financial statements is to provide an analysis

of trends in the business within a year.

Business trends do not

necessarily coincide with any reporting periods and Release 5549

acknowledges this in admonishing registrants to publish changes in

business trends in the most timely fashion possible. An analysis
of trends within an annual reporting period is properly a matter to
be covered by management’s analysis and discussion of results rather

than by displaying selected quarterly data in a note to annual

financial statements.
In fact, the principal reason for the Commission's proposal

seems to be to accomplish indirectly what the Commission has no clear
authority to accomplish directly; that is, to mandate the involvement

of the independent public accountant in the interim reporting process.
Audit or Review of the Data
The second issue is whether such interim data should be required

to be audited, or reviewed but not audited, or neither reviewed nor
audited by independent public accountants.
As I have stated, quarterly data should not be included in notes
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to annual financial statements.

If the data appear elsewhere in a

document that includes financial statements, the auditor’s respon
sibility for such data should be no different from his responsibility
for any other financial data that appear outside the audited financial

statements.
Financial reporting should not suggest a degree of involvement

by the independent public accountant that is inconsistent with
the responsibility he is assuming.

If interim

data are included in annual financial statements without an indi
cation that the data have not been audited, the data would have to
be audited.

If the data are designated as unaudited, no audit

procedures need be applied to the data.
If the interim data are expected to be reviewed, which is a new

type of involvement distinct from association with audited or unaudited
data, then the data should be identified as having been reviewed but
not audited.

In that event, professional standards would require

that the independent public accountant indicate the nature and
extent of his review and the degree of responsibility he is assuming.

Accordingly, the accountant’s report on annual financial statements
would have to include an additional paragraph to describe his review
and his conclusions concerning that review.

The choice among audited, unaudited, and reviewed but not

audited, should be made on the basis of public interest.

We question,

however, whether a policy of requiring the presentation in audited

financial statements of interim financial data that is not audited
is in the public interest.
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Nature and Extent of Procedures and Cost Thereof

The third issue is the nature and extent of auditing or

review procedures which might be required and the cost thereof.
Procedures for auditing interim financial data are essentially

the same as those applicable to annual financial data.

However, if

the data are to be designated as unaudited, no auditing or review

procedures need be applied.
Because interim financial data should not be included in

annual financial statements, we have not given consideration to
the review procedures that should be applied to such data.

However,

Release 5579 specifies procedures for retrospective auditor involve

ment that are essentially the same as those prescribed for timely

involvement. No consideration is given to the fact that different
information is available at different times during and after the

end of the year and, therefore, that different procedures would

be appropriate.
Members of the Institute’s Auditing Standards Executive Committee

have made estimates of the cost of performing procedures for more
than sixty companies that would be appropriate to comply with the

provisions of Release 5549 and to perform the retrospective proce
dures specified in Release 5579.

There was a wide range of estimated

increases in annual audit fees reflecting the members’ differing

interpretations of the extent to which the procedures need to be
applied in each instance and differing circumstances (such as the
number of locations within and outside the United States., the extent

to which accounting records are centralized, and seasonality of
the business) among the companies included in the survey.

attempt to estimate increased costs clearly indicates that

'This
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further research is required.

However, the initial estimates

indicate that the additional cost to perform these services
would be substantial.

Timely Review and Report on Quarterly Data
The fourth issue is whether procedures should be established
for the review by independent public accountants of financial state

ment data filed by registrants in quarterly reports.

The fifth

and related issue is whether such reviews and reports thereon

should be required filings of some or all registrants or merely
permitted.

We object to the marked departure from the Commission’s long

standing policy of leaving to the accounting profession the establish
ment of auditing standards and the prescription of auditing proce

dures.
Procedures should be established for voluntary reviews of
interim financial data and the Institute’s Auditing Standards

Division has issued an exposure draft for that purpose.

However, the

exposure draft recognizes the limitations of limited reviews and,
accordingly, proscribes publication of the auditor’s report.
The usefulness to the general public of a report on a limited

review of interim financial information is questionable.

The

general public has had no experience with reports based on a limited
review, rather than an audit, and may not understand the limited

scope of the review or the limited reliance that should be placed

on a report based on a limited review.

Consequently, the general

public might be misled by a report on a limited review and place

unwarranted reliance on the accountant’s involvement.

Accordingly,
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an accountant’s report on a limited review of interim financial

information should be restricted to an entity’s board of directors

and its management and there should be no other use or circulation
of the report, or reference to the accountant in the entity’s
report of interim financial information, including a report on
Form 10-Q.

Insofar as the fifth issue raises the question of whether
timely reviews of quarterly data should be required, we believe

that the Commission has no authority to impose such a requirement.
Cost of Procedures
The sixth issue is the cost of such timely interim review

procedures.

In the survey referred to earlier, members of the Auditing
Standards Executive Committee also estimated the cost of performing

timely reviews of selected companies on the basis of the procedures
specified in Release 5579.

Again, the wide range of estimates

reflects members’ differing interpretations and differing circumstances
and suggests the need for further research, even though on the basis

of the initial estimates we believe that the cost would be a
significant factor.

Changes in Reporting and Registration Forms
The seventh issue is the desirability and cost of other
possible changes in reporting and registration forms with respect

to such data and procedures.
In commenting on Release 5549, we pointed out the inconsistency

of requiring that financial statements included in Form 10-Q be
prepared in accordance with the general form of presentation set
forth in Regulation S-X, while permitting the omission of footnote
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disclosures specified in that Regulation.

We also observed that

timeliness and cost considerations logically could support a
requirement for condensed interim financial data.

We continue

to believe that these observations are valid.
It is difficult to see how the new requirement (g) that
Release 5579 would add to Form S-7, is in any real sense equivalent

to requirements (b),

(d),

(e) and (f) of that Form from the stand

point of providing protection to investors.

Timely reviews of

quarterly financial data by independent public accountants may
offer some protection to investors, but they are hardly equivalent
to the three-year reporting, default, dividend and net income

requirements in rendering the disclosures in Form S-1 unnecessary.
It is therefore hard to resist the inference that the real purpose

of the proposed amendment to Form S-7 is not to protect investors.
Rather, the purpose appears to be to provide an inducement to
unseasoned companies to engage independent public accountants to

perform timely reviews of their quarterly financial data because
the use of Form S-7 or S-16 might be more economical than Form S-1.

Civil and Criminal Liability Considerations
The eighth and final issue is the effect of the civil and

criminal liability provisions of the Securities Act of 1933 and
the Securities Exchange Act of 1934 on quarterly data filed in

annual statements and on independent public accountants who perform

review procedures.
We assume that the issue is whether the character of the
quarterly data required to be included in annual statements, or the

nature of the review procedures that independent public accountants
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would perform, would raise unusual liability concerns.

We think,

based upon discussions with our legal counsel, that they would

raise several concerns.

First, if the proposal in Release 5549 concerning the inclusion

of interim data in audited financial statements were adopted,
there would be a risk of misunderstanding by investors about the

nature of the auditor’s responsibility concerning such data.

By

all outward appearances (including the report of the auditor) the

data would be audited; in reality they would not be.

In the event

the data were erroneous, and the error would have been discovered
by performing an audit, there would be a clearcut risk of liability.

Second, there is a possible problem arising from the fact

that the interim financial data, which under either Release would
be reviewed at year-end and included in a note to the annual
financial statements, will have been previously issued in a timely

basis during the year.

Eventhough Release 5549 implies that the

interim data are not to be restated in the light of hindsight, it
is apparently contemplated that in some cases additional information
available in connection with the year-end audit will lead to the

restatement of the data.

Where this occurs, there inevitably will

be a risk of lawsuits involving a claim that the interim data as
originally issued were actionably in error, and that the error

is proven by the fact that the data were subsequently modified.
There is an inevitable risk of such misunderstanding in any situation

where data are to be first published without review and then
republished with a review.
Finally, we believe that there is a significant risk of mis

understanding and consequent exposure to liability under the proposal

- 9 -

contemplated by Release 5579, that relates to the auditor’s timely
involvement in interim financial reporting.

As indicated in the

Institute's exposure draft on Limited Review of Interim Financial
Information, the Auditing Standards Executive Committee believes
that at least until there has been a significant period of experience

with limited reviews of interim financial data, the reports of

auditors should not be made public.

The reason for this apprehension

is the likelihood of misunderstanding the work that auditors have
performed.

If there were such misunderstandings, of course, there

would be an attendant risk of unwarranted litigation and even

liability.

That risk would be presented if the Form 10-Q required,

contrary to the exposure draft, that the report of the auditor on
his limited review be filed with the Commission.

Conclusion
We are fully aware of the importance of interim financial reports

to the investor's decision-making process, and agree that it is

clearly in the public interest that interim financial information
released by companies be as factual, reliable and timely as can
reasonably be achieved.

What is needed is a realistic and evolutionary

approach to auditor involvement.

Unfortunately, the Releases would

introduce problems that are more serious than those they purport

to solve.
We continue to support the provisions of the AICPA

exposure

draft entitled, "Limited Review of Interim Financial Information."
Independent public accountant involvement of this type, where the

scope of the procedures and an appreciation of the inherent limitations
of the findings can readily be understood, is desirable from the
standpoint of both companies and investors.

